CHAPTER VI

RETI REMENT AND | NSURANCE

A. GENERAL POLICY

1. Heads of DoD Conponents shall ensure that their eligible NAPI enpl oyees
are afforded the opportunity to participate in retirement and insurance
prograns neeting requirenents established in this Chapter and in applicable
| aws, executive orders, rules, and regulations regardless of whether or not
they are referenced in this Mnual. These retirement and insurance
requi rements are designed to serve as mninmum acceptable program |l evels. (See
paragraph B., below, for exception to mninumlevels when providing benefits to
other than RFT enpl oyees.)

2. No new retirenent or insurance plans or changes to existing plans shall
exceed the benefits authorized by the Congress for civil service enpl oyees who

are covered by US. Ofice of Personnel Minagenent (opeM) rules and regul ations
concerning enployee benefits. Retirenment or insurance plans that were in
effect on January 1 , 1976, and that exceeded the benefits authorized by the
Congress for such enployees may continue with those benefits. . any and all
restrictions on benefits applicable to civil service enployees who are covered
by US. Ofice of Personnel Mnagement ( OPM rules and regulations concerning
enpl oyee benefits wll apply autonatically to NAFlI retirement and insurance
plans initiated after the effective date of this Chapter (April 16, 1975),
notw t hstandi ng any other provisions of this Chapter.

B. APPL| CATI ON

Unl ess ot herwi se required by Federal statutes or specific provision in this
Chapter, RFT enployees of waris who are U S. citizens, U S nationals, or
permanent resident aliens of the United States enployed in the United States
shall be offered, as a minimum the prograns described herein. Heads of
Conponents may offer the sanme or different benefit prograns to other than RFT
enpl oyees. In all cases, benefits offered to Federal civil service enployees
W |l serve as the ceiling or cap on Narr provi ded benefit |evels as described
in A 2. above.

c. SPECIFIC PCLI Cl ES

A supplenent to the speci f ic policies cited herein is contained in
Appendi x B. This supplement anplifies the policies and outlines procedures.

1. Funding Principles and Fund Revi ews

a. Funding. A high degree of fiscal responsibility is essential.
Accordi ngly, Heads of DoD Conponents shall ensure that all retirenment and
| nsurance prograns are funded in accordance with sound actuarial, insurance,

and accounting principles that will ensure adequate protection of the interests
of participants and beneficiaries.

_ _ (1) No appropriated funds wi 11 be requested or expended in connec-
tion wth unenploynent Insurance, |ife insurance, nedical, retirement, or
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survivor benefits established or aufhdfiiéddby this Manual .  Appropriated funds
repl eni shment or subsidy of nomappropriated:funds applied tO these purposes is

simlarly prohibited.

(2) Any contracts, formal agreements, and similar documéhtsliiged. -
in transactions with insurance carriers, financial or other organlzations,
apionsg. or other: employee:organizations:will! contain-a-plearddistlaimer re~t
lieving appropriated: funds.of!the; U.8i.Covernment: from: anyzapd all bxpreébed'or
implied: financlal diability! inaéénnectionhw1th.the—reiarement andi insurance;:
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(b) Instruments of the private sector such as common and
preferred stocks, corporate and nmunicipal bonds’ (generally mninmm investnent
grade), options, and real estate.

(3) Fiduciaries shall diversify plan assets to mnimze the risk
of large |osses, unless under the circunstances it is clearly prudent not to do

so. It is not intended that a nore stringent standard of prudence be
established with the use of the term “clearly prudent.” Instead, by using this
termit is intended that in an action for plan. |osses based on breach of the
diversification requirenent, the plaintiff’s initial burden shall be to
denonstrate that there has been a failure to diversify. The defendant then is
to have the burden of denonstrating that this failure to diversify was prudent.
ERISA places these relative burdens on the parties in this matter, because the
basic policy is to require diversification, and if diversification on its face
does not exist, then the burden of justifying failure to follow general policy
shoul d be on the fiduciary who engages in this conduct. Odinarily the
fiduciary should not invest the whole or an unduly large portion of the
property in one type of security or in various types of securities dependent
upon the success of one enterprise or upon conditions in one locality, since
the effect is to increase the risk of large losses. The degree of investnent
concentration that would violate this requirenent to diversify cannot be stated
as a fixed percentage, because a prudent fiduciary must consider the facts and
circunmstances of each case. The factors to be considered include:

(a) The purpose of the plan.
(b) The amount of the plan’s real assets.

(c) Financial and industrial conditions.

(d) The type of investnment, whether nortgages, bonds, or
shares of stock or otherw se.

(e) Distribution as a geographic |ocation.
(f) Distribution anong industries.
(g) The dates of maturity.

@) Retirenment plan assets including asset earnings nust be held
in trust and legally separated fromall other N assets for the exclusive
benefit of the plan participants and their beneficiaries.

d. Investnent Rate of Return Calculation Requirenent. (Note: Refer
to DoDl 7000012, “Financial Mnagement of Mwr Activities” for nore
i nformation.)

(1) The retirement funds wll conpute a tinme-weighted rate of

return each quarter using a plan year (which wll usually be calendar year). A
cal endar year-to-date tine-weighted rate of return, e.qg., 1 January - 30 June)

will be included if possible. However, an annual tine weighted rate of return
IS required. Retirement funds are not required to subnmt data based on a
fiscal year beginning 1 Cctober. DoD Conponents will indicate the particular
commercial firmused to conpute internally the fornula used.
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(2) In addition to the requirenments stated in paragraph K.4of
DoDI 7000.12, retirenent funds will include the follow ng actuarial assunptions
in their quarterly summary of data: estimated rate of return, estinmated salary
i ncreases, estimate of inflation, percent of payroll contributed by both
enpl oyer and enpl oyee (include Social Security contributions if used to conpute
benefits). If a change in any of these assunptions has occurred since the
previ ous quarter, the changes shoul d be noted and expl ai ned. The annual
actuarial valuation (which is based on a plan year) will also include the
present value of assets, benefits (both with and wi thout salary increases), and
the net value of the assets. |f the net value of the assets is a negative
nunmber (i.e., an unfunded liability), then the estimted date when this
negative net asset is elimnated will be included (e.g., 31 Decenber 2000) as
well as the percent of enployer’payroll needed to elimnate this unfunded
liability.

(3) a1l rates for return should be conpleted not |ater than
60 days after the end of a particular quarter. The rates of return

calculations will start with the first quarter beginning after this instruction
has been officially approved. The initial year-to-date data will begin wth
the same beginning quarter. The initial year-to-date figures will be
superseded when a normal year has begun. Each DoD Conponent will maintain the
rates of return calculations for presentation at the annual DoD NAF Revi ew of

| nvest ment Managenment as required by DoDl 7000. 12.

2. Social Security. In accordance with 42 u.s.c. 410, NAFl enpl oyees

(including off-duty mlitary enlisted enpl oyees) are provided Social Security
cover age.

3. Retirenent

a. Retirement Coverage. Heads of DoD Conponents shall provide retire-
ment coverage which wll Dbe considered together with the benefits provided by
the Federal O d Age Survivors and Disability Insurance Benefits, 42 u.s.C. 410
et seq.

b. Cedited Service. Credited NAFlI enployee service for retirenent
will include all war1 service for which enployee contributions, deposits, or
redeposits were nade.

(1) Were the Head of a DoD Conponent elects to recognize all or
part of other previous periods of NAFI service within that Conponent, credit
wi Il be given on a retroactive basis as retroactive credits.

(2) Service in any position paid from appropriated funds, except
for honorable active U S. mlitary service described in paragraph A 2. of
Appendi x B, is not creditable for NAFl retirement purposes. The basis on which
total credited NAFI enpl oyee service will be determned is contained in
Appendi x B.

C. Retirenent Eligibility

e 1st day of the

An enployee’'s normal retirenent date is th
o fy | ows the enployee’ 62nd birthday. However, the

(1%
nmonth that falls on or fol
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enpl oyee nust have at |east 5 years of credited service to qualify for an
annuity including the enployer’s contribution.

(2) Heads of DoD Conponents nay allow enployees to retire earlier
on a reduced annuity basis after attaining age 52, and conpleting 5 years or
more of credited service.

d. Contributions. Heads of DoD Components will determne the rate of
enpl oyee contribution to the retirement program

e. Retention of Accrued Credited Service for Retirenent Annuity
Purposes. VWen an el1gible enployee who 1s parficipaiing rn a refirement plan

term nates enploynment and is enployed by another NAFI within 90 days, and the
gaining NAFl offers a different retirement plan, the enployee may carry forward
his or her credited service accrued for retirenment annuity purposes with the
prior NAFI. The feasibility of continuing this “portability” provision shal

be reviewed periodically by the DoD NAP Retirenment and Insurance Conmttee.
When t he pobD Conponent Nari's retirenent plan includes a provision for
disability annuity, the enployee shall fulfill the gaining wAFI's own credited
service vesting requirenments for disability annuity prior to beconming eligible
for that annuity. Conplete policy and procedures are stated in Appendix B.

4. Workers’ Conpensation Benefits

a. Longshorenmen’s and Harbor Wrkers' Conpensation Act. CGvilian
enpl oyees of NAFIs shall Dbe provided conpensation benefits In accordance wth

t he provisions of 5 u.,s.c.8171. (O f-duty enlisted personnel enployed by
NAFIs are not civilian enployees for the purposes of this Act.)

b. Coordination with other Benefits. Retirement or disability
annuities shall be offset by the amount of worknen's conpensation indemity
benefits payable. any workers’ conpensation inconme received by a survivor
annui tant derived from “on-the--job” incurred disease or injury to the enpl oyee
shall also be used as an offset against the survivor annuity payable under the
retirement plan.

5. Unenpl oynent Benefits

a. Basis for payment. Under authority of the Unenpl oyment Compensa-
tion for Federal Cvilian Enpl oyees (ucre) law (5 u.s.C. Chapter 85 and
20 cFrR 609), the Secretary of Labor, on behalf of the United States, has
entered into agreements with all the United States, the District of Colunbia,
t he Conmonwealth of Puerto Rico, and the Virgin Islands. These agreenents
provide that benefits will be paid by a state to any unenpl oyed Feder al
civilian enpl oyee whose wages have been assigned to that State in which the
enpl oyee had his or her last official duty station, in the same anount and
subject to the same conditions as if the Federal civilian service and wages had

been included as enpl oyment and wages under the enploynent insurance |aw of the
State invol ved.

b. Charge to enpl oying NAFI. Heads of DoD Conponents should be aware
that they have to absorb the cost of paying unenpl oynent benefits to Federal
civilian NAFI enployees. Thus, it is very inportant “that each NAFl becone
conscious of its responsibility to safeguard, through good managenent
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practices, NAFl funds by inplenenting procedures to reduce inproper

unenpl oynent benefit paynments. NAFI ability to provide State agencies wth
timely, accurate, and conplete wage and separation information precludes
adverse eligibility decisions from being made and avoids inproper paynent of
benefits and charges to NAFI. Heads of DoD Conponents may further curtai
unwarrant ed paynent of benefits by appealing State decisions to pay

unenpl oynent benefits to forner enpl oyees whom the nafl bel i eves are not

entitled to such payments. This is especially true in situations when forner
enpl oyees were renoved for m sconduct, resigned voluntarily, or refused a

suitable job offer. Thus, Heads of DoD Conponents should be aware that if an
ineligible individual, including a retiree, receives inproper paynents, the
former enployer is charged for these costs, in addition to the costs charged to
it for warranted paynments. \When additional or corrective information is
provided to the States by Naris, redeterm nations are made only when permtted
under the appropriate State law.

6. @oup Insurance

a. Coverage. @Goup insurance is designated to provide the broadest
coverage agal nst unforeseen events to NAFlI enpl oyees and their dependents.
Hence, Heads of DoD Conponents shall assure that all their eligible NAF
enpl oyees have the opportunity to participate in group insurance plans neeting
the requirements established in this Chapter.

b. Voluntary Participation. Enployee participation in group insurance
shal | be voluntary. NAFI enployees who, are eligible shall be permtted to
elect not to be covered.

c. @Goup Insurance Benefits

(1) The follow ng group insurance benefits wll be nade avail able
to all eligible enployees:

(a) Life Insurance

(b) Accidental Death and D snenber nent

(c) Conprehensive Medical Expense

(d) Life and Medical benefits for eligible retired enployees.

(2) The basic provisions for each of these benefits are set forth
i n Appendi x B.

d.  Retention of Goup Insurance Rights. Wen RFT DoD NAFI enpl oyees
participating 1n a NAFl Goup Insurance Plan are transferred by reason of a
functional transfer, and the gaining warr offers a different group insurance
pl an, such enployees are entitled to transfer of certain group insurance
participating rights, subject to the provisions and l[imtations of the gaining
NAF1 plan. These rights are limted to:

(1) Participation in those portions of the gaining NaF plan that
are counterparts of the losing NAFlI plan in which the enployees and his or her
dependents were participating onthe date I Mmedi ately prior to the date of
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transfer. To exercise this right, however, the enployee nmust file for simlar
coverage within 1 nmonth of the date of transfer, In this event, coverage wl|
become effective as of the date of transfer or, if later, as of the date the
application for it is signed. To enroll in any counterpart portions of the
gai ning NAF1 plan which the transferred enployee or his or her dependents

were not enrolled in the losing NAFI plan, insurability rules applicable to

ot her enpl oyees of the gaining NAFI will apply.

(2) Credit for those periods of time the enployee was a partici-
pant in those counterpart portions of the losing NAFlI group insurance plan that
establishes eligibility for retired enployee |ife or nedical, or both, coverage
in the gaining NAFI plan,

e. Funding. Costs for group insurance benefits will be shared between
the enployer and the enployee. See Appendix B. for policy concerning cost to
eligible retired enployees.

7. Health Miintenance Organizations. In conpliance with p.L. 97-35, which
amended The Health Marntenance O ganization (HM) Act to include NaFIs Within

the definition of the term “enployer,” Heads of DoD Conmponents shall provide
el igible NAF enpl oyees the option of nenbership in qualified HMOS. In

conpliance with 42 v.s.c. 300e-9, DoD Conponents nust conply with regul ations
prescribed by the Secretary of the Departnent of Health and Human Services
concerning enpl oyer obligations under the HVO Act.

8. Coordination

a. To effect coordination anong the retirement and insurance prograns
of the various DoD Conponents and to achieve a degree of uniformty, the Deputy
Assi stant Secretary of Defense (Civilian Personnel Policy) (pasp(cep)) shall
appoi nt a working conmttee conposed of specialists in the NAFI insurance and
retirenent areas fromthe DoD Conponents. The working committee shall review
and study all changes to the retirenent and insurance provisions of this Mnual
that are under consideration and nake its recomendations. This conmttee
shall neet at the call of the DASD (CPP) to:

(1) Share information;

(2) Suggest target dates for inplenentation of certain aspects of
the provisions of this Chapter;

(3) Review NAFI retirenent and insurance prograns of DoD
Conponent s;

(4) Recommend to the ASD (FM&P) any changes in DoD policy on NAFI
enpl oyee retirenent and insurance prograns; and

(5) Recommend procedures for the transfer of wNaf retirenent
credits.

b. The working commttee chair will coordinate recommendati ons
devel oped by this conmmttee with the pop NaF personnel Policy Comnmittee prior

to forwarding such recommendations to the DASD {(cCep).
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